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EXECUTIVE SUMMARY

The Food Stamp Program provides benefits to needy households to help
them purchase food. This process involves certifying households as eligible
to participate, issuing them benefits, and redeeming benefits used to purchase
groceries. The U.S. Department of Agriculture, Food and Nutrition Service
(FNS) and State Food Stamp Agencies jointly administer the program.

Currently, State Agencies issue benefits in the form of food stamp coupons.

For several years, FNS has sought alternatives to the current
benefit issuance and redemption systems that are more efficient, less costly
to administer, and less vulnerable to fraud and abuse. In 1983, FNS began
funding a demonstration of one alternative issuance and redemption system in
Reading, Pennsylvania: an Electronic Benefit Transfer (EBT) system using
electronic—funds-transfer and peint-of-sale technologies, which eliminated the
use of coupons and paper issuance documents. The results of an evaluation of

the demonstration are reported in William L. Hamilton et al., The Impact of an

Electronic Benefit Transfer System in the Food Stamp Program, Cambridge,

Massachusetts: Abt Associates, Inc., May 1987.

The Reading EBT demonstration was extended beyond its original
ending date of December 1985 by agreement between FNS and the Pennsylvania
Department of Public Welfare (PDPW). PDPW assumed operational responsibility
for the EBT system and, in March 1986, relocated the system's computers from
Reading to the State's computer center in Harrisburg. In June 1987, PDPW
implemented a redesigned EBT system capable of running on the State's
computers. PDPW switched 700 additional households from the coupon system to
the EBT system early in 1988, increasing the total demonstration caseload to
over 4,200 households.

This report presents evaluation results for the extended portion of
the Reading EBT demonstration. The evaiuation compares the redesigned EBT
system to the coupon system and to the original EBT system in terms of
administrative costs; vulnerability to fraud and abuse; and system effects on

grocers, food stamp recipients, and financial institutions.



DESCRIPTION OF THE ATP/COUPON SYSTEM

Throughout the United States, most food stamp coupons are issued
when a recipient redeems an Authorization-to-Participate (ATP) card specifying
the amount of coupons to which the recipient is entitled that month. The ATP
may be mailed to the recipient or delivered directly to the coupon issuance
agent {usually a local bank or post office). Other issuance systems include:
(1) direct mail, in which the State Agency mails coupons directly to recipi-
ents; (2) on-line, in which recipients go to an issuance agent, and the agent
verifies the 1ssuance authorization through direct access to a computerized
allotment file; and (3) the HIR system, a completely manual system in which
recipients go to an issuance agent (usually the local welfare office) and sign

a paper Household Issuance Record before receiving their coupons.

Recipients tender coupons as payment for food to grocers authorized
by FNS. The grocers receive credit when they deposit the coupons at their
local banks. Banks receive credit for the coupon deposits they accept when
they send the coupons to a Federal Reserve Bank., Federal Reserve Banks
destroy the coupons and debit a Food Stamp Program account at the U.S.

Treasury.

DESCRIPTION OF THE REDESIGNED EBT SYSTEM

In both the original and redesigned EBT systems, each recipient
household is issued a magnetically encoded plastic card for use in purchasing
food. The recipient selects a personal identification number (PIN) to use in
conjunction with the card and receives training in system procedures. The
household's authorized benefit allotment is posted in an EBT system computer

account, and the recipient is ready to purchase food with the benefits.

Each participating program-authorized retail store has a point-of-
sale (POS) terminal at nearly all checkout counters. To process an EBT sale,
the cashier passes the recipient's EBT card through the terminal's card
reader, has the recipient enter his or her PIN, and enters the purchase amount
on the terminal. After the terminal verifies that the correct PIN has been
entered, it sends a purchase request message to the EBT system computer. The
computer checks the recipient's account balance, debits the account for the
purchase, and sends an authorizing message to the terminal, The system

simultaneously credits the retailer's EBT account for the purchase amount.
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The terminal then prints a paper receipt showing the purchase amount and the

recipient's remaining account balance.

PDPW runs a program each day to total all retailer credits and
produce a tape in the National Automated Clearing House Association format.
The tape is sent by courier to the EBT system's clearinghouse bank, which
electronically transmits the credits to the retailers' bank accounts via the
Automated Clearing House (ACH) network. The clearinghouse bank receives an

offsetting credit by wire transfer from a special FNS account.

These procedures are virtually unchanged from those followed by
recipients, retailers, banks, and system operators in the original EBT
system. The redesigned EBT system does use different processing hardware and
software than those used in the original system, but the store terminals

remain the same.

OVERVIEW OF THE EVALUATION

The evaluation of the extended EBT demonstration consists of five

major areas of research, each of which has its own set of data sources.

+ Administrative cost. Data were collected in interviews
with program officials and time studies at the local
welfare office and at the PDPW computer center, PDPW
produced special cost reports for the demonstration.

¢+ Benefit loss through error, fraud and abuse. Interviews
on EBT system vulnerabilities with program officials and
security experts were combined with loss reports for the
ATP/coupon system and EBT system documentation.

« Impact on participating food retailers. Interviews with
114 participating retailers were conducted on the
retailers' opinions and participation costs. Over 9,600
checkout transactions were observed.

« Impact on food stamp recipients. Five waves of surveys
were conducted with a small sample of recipilents using
the EBT system, and two focus group sessions were held
with recipients.

+ Impact on financial institutions. Representatives of
four local banks, the Federal Reserve, and the EBT
system's clearinghouse bank were interviewed to collect
information on participation costs and opinions.
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The primary wave of data collection took place in mid-1988, once the
redesigned EBT system's operations had stabilized. Administrative cost
interviews and time studies also took place during the 1986-1987 period when
PDPW was operating the original EBT system, as did the first two waves of
recipient 1interviews. Additional data were obtained from EBT system reports

and Food Stamp Program databases.

SUMMARY OF EVALUATION FINDINGS

The Pennsylvania Department of Public Welfare successfully imple-
mented the redesigned EBT system and has operated the system without major
technical problems since June 1987. Approximately 4,200 food stamp households
and 150 retailers in the Reading area are served by the system. The evalua-
tion's findings on the impacts of system operations are summarized in Exhibit

1 and discussed below.

EBT system administrative costs are substantially lower than during the
original demonstration.

The administrative costs of benefit issuance and redemption for the
redesigned EBT system are estimated at $9.14 per case month, a reduction of
two-thirds from the $27.22 per case month operating cost estimated for the
original EBT system. Labor costs for computer operations were reduced by
integrating EBT system operations with the rest of PDPW's data processing, and
by the increased level of automation in the redesigned system. FNS' purchase
of the equipment leased for the original demonstration reduced non-labor

costs.

During the period when PDPW operated the original EBT system,
administrative costs were even lower, at $7.55 per case month. The redesigned
EBT system incurred increased costs for hardware and technical support, but it
replaced a system that had reached its capacity and could not be expanded in a

cost~effective manner.

The administrative costs of the redesigned EBT system exceed those of the
ATP/coupon system.

The current estimate of ATP/coupon system administrative costs is

$2.74 per case month, substantially less than the EBT system cost and slightly
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Exhibit 1

Summary of System Impacts

ATP/Coupon Original Redesigned
System EBT System  EBT System

Administrative Costs

Costs per case month $2.74 $27.22 $9.14
Benefit Losses and Diversions

Total losses per case month $0.17 $0.33 $0.31

Total diversions per case month 53.96 $1.04 $1.09

Net losses per case month $0.09 $0.17 $0.16

Net diversions per case month $3.11 50.66 $0.66
Retailers' Costs of Participation

Costs per $1,000 of benefits

redeemed $23.88 $13.22 $17.28
Recipients' Costs of Participation

Expenditures per case month $2.21 $0.26 $0.27

Time spent (in minutes) per case

month 48 12 ) 13
Banks' Costs of Participation

Local banks' net costs per $1,000 .

of benefits redeemed §7.78 $0.40 $0.67

Local banks' net costs per $1,000 ~$0.79 0 0

of benefits issued

Clearinghouse bank's net costs per 0 -$0.59 -$0.56

$1,000 of benefits redeemed

Federal Reserve System's net costs e - @ 0

per $1,000 of benefits redeemed

Notes:

ATP/coupon and redesigned EBT system impacts measured during the
extended EBT demonstration. Original EBT system impacts measured
during the original portion of the EBT demonstration.

EBT system impacts on Benefit Losses and Diversions reflect the

expected impacts of systems of similar design in a non-demonstration
environment.
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less than the original demonstration period estimate of $2.92 per case
month. EBT costs are higher than coupon costs for several reasons. The EBT
system uses a more expensive ID card than the ATP/coupon system and requires
special recipient training. The terminals, telephone lines and computer time
required to process EBT transactions cost more per case month than the coupon

printing costs and issuance agent fees that are eliminated.

Some EBT coéts stem from the fact that the system operates as a
demonstration. For example, PDPW's operation of the EBT system requires a
higher level of effort for technical support and project oversight than the
more mature ATP/coupon system operations. Another factor is the size of the
caseload served by each system. If the EBT system served more cases, some
tixed costs would be spread over more households, thereby reducing per case

month costs.

Total vulnerabilities to benefit loss and diversion are lower under the EBT
system, but currently inadequate controls on system accessibility increase the
potential for losses to the Food Stamp Program.

Based on the judgments of security experts, expected benefit losses
and diversions in the redesigned EBT system total about $1.40 per case month,
compared with $4.13 per case month for the ATP/coupon system. Expected losses
to the Food Stamp Program in the redesigned EBT system are estimated to be
$0.31 per case month, given current controls on employee access to the
system. This loss estimate reflects concerns over the potential for a '"big
hit" on the system through insider fraud. However, implementation of
relatively simple control strategies would reduce the level of losses expected
in the redesigned EBT system to an estimated $0.07 per case month, less than

half of the $0.17 per case month level of losses in the ATP/coupon system.

The diversion of benefits from their intended use falls from $3.96
per case month in the ATP/coupon system to $1.09 per case month in the
redesigned EBT system. Most of this reduction is due to the elimination of
cash change (which may be spent on goods and services other than eligible

foods) and a reduction in benefits lost by or stolen from recipients.

Total losses and diversions in the redesigned EBT system are very
similar to the level of $1.37 per case month in the original EBT system. The

two systems have similar designs and vulnerability control strategies. Losses
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are estimated to be slightly lower in the redesigned EBT system than in the
original EBT system because of a more secure operating environment and better
control over the posting of issuance files. Benefit diversions are estimated
to be slightly higher in the redesigned EBT system, because of less secure

card encoding procedures.

Some of the estimated losses in both the ATP/coupon and EBT systems
either are or could be recovered through billings to issuance agents and
recoupment procedures. In addition, some diversions represent a portion of
récipients' and retailers' costs to participate in the Food Stamp Program.
When these costs and recoveries are excluded, net losses and diversions amount
to $3.20 in the ATP/coupon system, $50.83 in the original EBT system, and $0.82

in the redesigned EBT system.

Retailers' costs to participate in the Food Stamp Program are lower with the
redesigned EBT system than with coupons.

Overall, average retailer food stamp participation costs under the
redesigned EBT system are $17.28 per $1,000 of benefits redeemed, compared
with $23.88 per $1,000 of coupon redemptions. Reduced handling and reconcili-
ation activities are the main sources of the EBT system savings; small savings
also are realized in float costs {the costs retailers' incur when funds from
sales are not available immediately). EBT system participation costs slightly
exceed coupon system costs in checkout costs, training costs, accounting
errors, and unreimbursed telephone charges. Larger cost disadvantages for EBT

are found in the areas of reshelving and space costs.

Estimates of retailers' participation costs in both the coupon and
EBT systems rose between the original demonstration period and the implementa-
tion of the redesigned EBT system. Coupon” system costs for retailers
increased $6.14 per $1,000 of benefits redeemed, while EBT system costs rose
only $4.06 per $1,000 of benefits. Increases in handling and reconciliation

costs contributed most to the increase in both coupon and EBT costs.
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A substantial majority of participating retailers support the redesigned EBT
system.

Approximately 70 percent of retailers surveyed prefer the redesigned
EBT system over the coupon and original EBT systems. Retailers do not
perceive that the redesigned EBT system has caused significant impacts on
store operating costs, total monthly sales, store profitability, or food stamp
customer complaints. Some retailers perceived a downward effect on food stamp
sales, a perception that was equally distributed across store types (i.e.,
supermarkets, grocery stores, convenience stores, and other stores). The
perceived sales decline is not confirmed by monthly redemption data for coupon
and EBT sales, which show that redemptions increased marginally during the

extended demonstration,

Food stamp recipients in the extended demonstration continue to overwhelmingly
prefer the EBT system over the ATP/coupon system.

In each of five surveys of food stamp recipients who used the EBT
system, nearly three-quarters or more of the respondents preferred the EBT
system to the ATP/coupon system. These recipients said that the EBT system
was more convenient, more secure, and quicker or easier to use at the checkout
counter. Only a small minority (one-fifth or less) preferred the ATP/coupon
system, saying that it i1s easler to track benefits or quicker at the checkout
counter with coupons. There was no systematic varlation in system preference

across sudgroups of the respondents.

The nature and frequency of EBT system problems experienced by
recipients changed little during the extended demonstration. Despite occa-
sional problems with the redesigned system (including system slowness,

equipment not working, and lost or damaged cards), the ﬁajority of respondents

continued to find shopping with the EBT card easier than using food stamp

coupons.

Recipients' costs of participation in the Food Stamp Program remain
considerably lower in the EBT system than in the ATP/coupon system.

Recipients' out-of-pocket costs of participation in the redesigned
EBT system are estimated td be about $0.27 per case month, compared with $2.21
for the ATP/coupon system. Recipients spend an estimated 48 minutes per case
month obtaining benefits in the ATP/coupon system, but only 13 minutes per

case month in the redesigned EBT system.
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Recipients' costs of participation under the redesigﬁed EBT system
remain nearly unchanged from the levels estimated during the original
demonstration. When averaged over all demonstration recipients, increases in
trips to the welfare office by some recipients to obtain new or replacement
EBT cards added about one cent per case month to recipients' direct costs of
participation and about one minute per case month to recipients' time spent

obtaining benefits.

Financial institutions have lower program participation costs under the ERT
system and prefer it to the ATP/coupon system.

Local banks' costs of food stamp benefit redemption are $0.67 per
$1,000 of benefits redeemed under the redesigned EBT system, compared with
$7.78 under the ATP/coupon system and $0.40 under the original EBT system.
Both EBT systems replace the banks' manual handling of food stamp coupons with
the more automated process of accepting and posﬁing electronic funds

transfers.

In their role as coupon issuance agents, local banks receive
compensation for issuing coupons that exceed their costs by $0.79 per §$1,000
of coupons issued. These revenues, however, are not enough to offset the

banks' coupon redemption costs.

Neither the EBT system's clearinghouse bank nor the Federal Reserve
System experiences a net cost of participation in the EBT system. The
clearinghouse bank's fees for initiating EBT deposits through the ACH exceed
its costs by $0.56 per $1,000 of benefits. The Federal Reserve prices 1its

services to cover costs.

All bank representatives interviewed for the evaluation expressed
enthusiastic approval for the EBT system. Local banks strongly supported the
elimination of their coupon issuance role, with its associated lobby traffic
and paper processing. The EBT system allows all banks to integrate benefit

deposit processing into their normal bank operations. -

CONCLUSION

Although the Pennsylvania Department of Public Welfare had the
unusual advantage of about 15 months of experience with the original EBT

system, the extended EBT demonstration showed that a State Agency could take
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over a vendor—-developed EBT system, integrate operational procedures into its
routine data processing functions, and run the system successfully. More
importantly, the extended demonstration proved that a State Agency could
design, develop, implement and operate a new EBT system without serious

problems.

Pennsylvania's redesigned EBT system retained the high level of
support expressed for the original EBT system among Food Stamp Program
participant groups, all of whom have lower participation costs than under the
ATP/coupon system. The vulnerability of the EBT system to benefit loss and
diversion changed little and remained well below the level of the ATP/coupon

system,

While administrative costs for the redesigned EBT system are
substantially higher than for the ATP/coupon system, the small scale and
demonstration setting make EBT costs unrepresentative of what would be
expected under more realistic conditions. The future of the Reading EBT
demonstration, and of other EBT demonstrations now underway, will show whether

this cne major drawback of an EBT system can be overcome.
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